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EXECUTIVE  SUMMARY 


"Our  greatest  untapped  markets  are  not  overseas — 
they  are  right  here  at  home.  And  we  should  go 
after  them. " 

President  Bill  Clinton 

State  of  the  Union  Address,  1999 


here  is  enormous  economic  potential  in 
I  America's  low-income  communities,  both 
urban  and  rural.  This  report  focuses  principally 
on  the  strong  growth  potential  in  many  inner-city 
neighborhoods  that  are  underserved  by  retail 
stores.  Alongside  the  underappreciated  business 
advantages  of  these  communities — such  as  signifi- 
cant and  concentrated  spending  power,  an  available 
and  trainable  labor  pool,  location  advantages,  and 
underutilized,  developable  land  and  buildings — 
there  are  barriers  to  business  development  in  these 
new  markets.  Among  the  most  important  is  the 
"capital  gap" — the  lack  of  access  to  capital  and  tech- 
nical expertise.  Helping  to  close  this  capital  gap  is 
the  hallmark  of  the  President's  proposed  New 
Markets  Initiative  for  inner  cities  and  distressed 
rural  areas.  Another  key  barrier  is  the  need  for  bet- 
ter market  information.  This  report  helps  close  the 
information  gap,  focusing  on  a  key  dimension  of 
the  urban  new  markets — the  untapped  retail  poten- 
tial of  many  of  America's  low-  and  moderate- 
income  inner-city  neighborhoods. 

Despite  the  huge  retail  purchasing  power  of  their 
residents,  many  of  the  Nations  inner-city  neigh- 
borhoods suffer  from  significant  "out-shopping* — 
they  have  too  little  retail  to  meet  the  demand. 


and  tap  the  buying  power,  of  their  own  residents. 

While  many  urbanites  both  live  and  work  in  the 
city,  much  of  their  income  is  spent  elsewhere — in 
the  suburbs,  on-line,  or  on  mail  order — and  subur- 
banites could  spend  more  in  the  city.  Even  more  so 
than  the  larger  urban  market,  though,  it  is 
T^merica's  inner-city  neighborhoods  that  are  undis- 
covered territories  for  many  businesses. 

This  study,  part  of  an  ongoing  series  in  which  the 
U.S.  Department  of  Housing  and  Urban 
Development  (HUD)  reports  to  the  Nation  on  the 
state  of  its  cities  and  metropolitan  regions,  focuses 
on  retail  buying  power  and  sales  patterns  in  the  539 
U.S.  central  cities — the  principal  cities  of  our  larger 
metropolitan  areas — and  specifically  on  the  low- 
income  inner-city  neighborhoods  within  those  cen- 
tral cities.  It  highlights  the  enormous  potential 
waiting  to  be  tapped  in  economically  distressed 
communities.  The  Department  will  also  be  releasing 
in  the  coming  months  a  report  on  the  market 
potential  of  rural  America — places  such  as 
Appalachia,  the  Mississippi  Delta,  Indian  Country, 
and  towns  and  counties  across  the  Nation.  This  is 
part  of  a  larger  effort.  At  the  President's  request,  a 
number  of  Federal  agencies  will  be  focusing  new 
attention  on  new  markets  in  the  coming  months, 
improving  the  information,  capital,  and  other  tools 
that  businesses  and  communities  need. 

Thanks  to  the  strong  fiscal  policies  and  community 
empowerment  agenda  of  President  Clinton  and 
Vice  President  Gore,  the  Nation  is  enjoying  the 
longest  peacetime  economic  expansion  in  its  history. 
Unemployment  and  crime  are  down,  the  Federal 
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budget  is  in  surplus,  the  stock  market  is  hitting 
record  highs,  low  interest  rates  are  fueling  a  boom 
in  business  growth,  homeownership  is  at  an  all-time 
high,  and  American  entrepreneurs  are  remaking  the 
face  of  global  business. 

HUD  reported  earlier  this  year  in  Now  Is  the  Time: 
Places  Left  Behind  in  the  New  Economy  and  again  in 
the  1 999  State  of  the  Cities  report  that,  thanks  to  a 
booming  national  economy,  most  cities  are  experi- 
encing a  strong  fiscal  and  economic  recovery,  with 
trends  that  parallel  the  Nation's — unemployment 
and  crime  down,  homeownership  up,  and  a  new 
vitality  evident  from  downtown  to  the  neighborhoods. 

However,  too  many  cities  are  still  left  behind,  espe- 
cially some  of  the  Nation's  small-  and  mid-sized 
cities.  They  continue  to  face  the  challenges  of  popu- 
lation decline,  loss  of  middle-class  families,  slow  job 
growth,  income  inequality,  and  poverty.  Serious 
population  losses  plague  about  1  in  5  of  the 
Nation's  central  cities  (116  central  cities  in  28  States). 
Unemploym.ent  remains  unacceptably  high — 50  per- 
cent or  more  above  the  national  average — in  1  in  6 
(95  central  cities  in  26  States).  And  stubborn  pover- 
ty persists  in  1  in  3  of  our  central  cities,  with  pover- 
ty rates  of  20  percent  or  more  in  170  central  cities 
in  34  States.  Even  in  cities  that  look  healthy  in  the 
aggregate,  there  are  deep  pockets  of  distress-areas 
with  concentrated  joblessness  and  poverty,  along 
with  the  lack  of  hope  that  accompany  those  symp- 
toms of  distress.  These  are  the  low-  and  moderate- 
income  neighborhoods  that  America  has  come  to 
call  "the  inner  city." 

As  the  President  has  said,  now  is  the  time  to  lift  up 
these  places  left  behind — to  bring  today's  prosperity 
to  all  corners  of  the  Nation.  This  is  not  an  act  of 
charity  but  of  smart  business — for,  as  this  report 


documents  for  the  retail  sector,  there  is  huge, 
untapped  market  potential  in  inner-city  neighbor- 
hoods. If  America  is  to  sustain  its  strong  economy, 
we  must  tap  new  markets,  drawing  on  unmet  con- 
sumer demand,  harnessing  underutilized  labor,  and 
investing  in  developable  urban  land.  There  is  a  sim- 
ple reality:  the  economy  needs  new  room  to  grow — 
new  markets  where  business  capital  can  be  invested 
to  generate  significant  returns  and  produce  jobs  and 
lasting  community  benefits. 


"The  best  way  to  reverse  decades  of  decline  in 
Americas  cities  is  to  attract  new  businesses  and 
new  jobs  to  bring  people  and  prosperity  to  every 
comer  of  this  Nation. " 

Vice  President  Al  Gore 


Working  with  Congress,  the  Clinton-Gore 
Administration  has  made  a  major  commitment  to 
America's  underserved  communities  and  untapped 
markets  over  the  past  6  years,  with  Empowerment 
Zones  and  Enterprise  Communities,  a  strength- 
ened Community  Reinvestment  Act,  the 
Community  Development  Financial  Institutions 
(CDFI)  Fund,  expanded  Affordable  Housing 
Vouchers,  100,000  new  community  police  offi- 
cers. School  Modernization  Bonds,  Youth 
Opportunity  Areas,  Welfare  to  Work  grants,  an 
expanded  Earned  Income  Tax  Credit,  the 
Economic  Development  Initiative,  and  the 
Brownfields  Economic  Development  Initiative, 
to  name  but  a  few.  But  now  is  the  time  to  do  more. 

In  an  effort  to  seize  this  unique  moment  in  our  his- 
tory and  to  build  on  the  empowerment  sucesses  of 
the  past  6  years,  this  month  marks  an  historic  trade 
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mission  by  President  Clinton — a  domestic  trade 
mission  to  Americas  most  important  untapped 
markets:  those  in  our  inner  cities  and  distressed 
rural  communities.  It  is  a  mission  to  highlight  the 
innovative  toolbox  known  as  the  New  Markets 
Initiative,  as  well  as  other  important  empowerment 
proposals  in  the  Administration's  FY  2000  budget, 
to  connect  Wall  Street  to  Main  Street  and  join  the 
great  engine  of  American  capital  and  entrepreneur- 
ship  to  the  places  where  people  are  ready  to  work 
but  not  yet  employed,  ready  to  buy  but  not  yet 
served  adequately  by  businesses. 

The  scale  of  these  new  markets  is  highlighted  in  the 
main  findings  of  this  report.  These  findings  are  set 
in  the  context  of  the  larger  markets  of  central  cities 
but  focus  specifically  on  the  tremendous  untapped 
potential  in  many  inner-city  neighborhoods — the 
urban  new  markets: 


As  we  can  see,  the  shortage  of  retail  stores  in  inner- 
city  neighborhoods  reflects  a  broader  under-retail- 
ing of  many  central  cities.  For  example,  in  New 
York  City  last  year,  the  difference  between  house- 
holds' retail  buying  power  and  total  retail  sales — the 
retail  gap — was  $37.1  billion,  or  almost  one-third 
(31.2  percent)  of  total  retail  purchasing  power, 
notwithstanding  the  world-famous  shopping  dis- 
tricts of  the  Big  Apple.  The  retail  gap  was  $5.4  bil- 
lion in  Los  Angeles  (10.5  percent);  $9.8  billion  in 
Chicago  (25.9  percent);  $1.4  billion  in  Detroit 
(17.9  percent);  $3.9  billion  in  San  Jose  (25.1  per- 
cent); and  $2.8  billion  in  Washington,  D.C.  (28.4 
percent),  with  many  smaller  communities  also 
showing  significant  retail  gaps.'  (Other  cities — 
higher-income  communities  such  as  Stamford, 
Connecticut  and  Palo  Alto,  California — have  a 
retail  gap,  too,  as  shown  in  Table  3,  but  this  reflects 
differences  in  savings  and  a  much  wider  array  of 


FINDING  #1 

America's  inner-city  neighborhoods  possess  enormous  retail  purchasing  power-estimated  at  $331 
billion  last  year,  or  one-third  of  the  $1.1  trillion  total  for  the  central  cities  in  which  those 
neighborhoods  are  located  At  the  city  level,  the  greatest  retail  purchasing  power  is,  not  surprising- 
ly, in  the  largest  central  cities — New  York  at  $118.7  billion  in  1998;  Los  Angeles  at  $51.7  billion; 
and  Chicago  at  $38  billion — where  mom-and-pop  stores  in  the  neighborhood  coexist  with  posh 
shopping  districts.  (See  Table  1 .)  The  tremendous  retail  purchasing  power  of  major  cities  is  to  be 
expected,  given  their  concentrated  wealth.  However,  many  small-  and  mid-sized  cities  reveal  sur- 
prisingly large-scale  buying  potential,  too — for  example  Trenton,  New  Jersey  at  $880  million; 
Galveston,  Texas  at  $684.5  million;  Charleston,  South  Carolina  at  $1  billion;  Schenectady,  New 
York  at  $700.9  million;  and  Davis,  California  at  $893.4  million.  But  far  more  striking  are  the 
urban  new  markets.  Considering  only  the  "inner-city  neighborhoods" — those  with  higher  pover- 
ty and  lower  incomes  than  the  cities  that  surround  them — the  retail  market  remains  huge.  For 
example.  New  Haven,  Connecticut's  inner-city  neighborhoods  alone  possess  $  1  billion  per  year  in 
retail  buying  power;  Allentbwn,  Pennsylvania's  $307.9  million;  Gary,  Indiana's  $753.8  million;  and 
East  St.  Louis,  Illinois'  $226.7  million.  (See  Table  2.) 
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FINDING  #2 


Despite  their  huge  buying  power,  many  of  America's  inner-city  communities  are  "under- 
retailed,  "  with  sales  that  fall  significantly  short  of  residents'  retail  purchasing  power.  The  total 
shortfall  was  $8.7  billion  last  year  for  the  48  inner-city  areas  in  which  HUD  found  a  retail  gap.  (See 
Table  2.)  Many  inner-city  areas,  not  listed  in  this  study,  do  not  show  such  a  gap — and  even  have  a 
surplus — by  HUD's  conservative  estimates,  but  those  areas  could  nonetheless  benefit  from  increased 
private  investment.  In  1998,  retail  sales  in  the  economically  distressed,  inner-city  neighborhoods  of 
Chicago  alone  fell  $2.3  billion  short  of  the  retail  buying  power  of  residents  in  those  communities. 
Such  retail  gaps  are  found  nationwide  in  the  inner-city  areas  of  many  small,  mid-sized,  and  large 
cities  alike,  reflecting  both  untapped  potential  for  businesses  and  a  shortage  of  retail  jobs  and  quality 
shopping  for  residents.  Last  year,  the  inner-city  neighborhoods  in  Washington,  D.C.  had  an  aggre- 
gate retail  gap  of  over  $379  million;  in  Watts,  $445-5  million;  in  Detroit,  $441  million;  in  Newark, 
$658  million;  and  in  East  St.  Louis,  Illinois,  $49.6  million  (21.9  percent  of  total  purchasing  power 
in  that  small  and  highly  distressed  community). 


spending  options  that  most  urbanites  do  not  have.) 
Table  1 ,  the  list  of  central  cities  with  measurable 
retail  gaps,  actually  understates  the  untapped  retail 
market  in  urban  areas:  according  to  economists, 
most  cities  should  be  "destination  retail"  hubs  for 
suburbanites,  tourists,  and  others,  with  retail  sales 
that  exceed  the  buying  power  of  the  cities'  own  resi- 
dents. 

Aside  from  the  untapped  retail  demand,  urban  loca- 
tions, particularly  the  inner-city  neighborhoods  tar- 
geted by  the  President's  New  Markets  Initiative, 
typically  offer  a  critical  advantage  for  retailers — 
density  of  demand.  The  higher  population  density 
of  most  inner-city  neighborhoods  more  than  bal- 
ances out  the  higher  average  household  incomes  in 
spread-out  suburban  areas.  For  example,  Harlem's 
estimated  retail  demand  for  food  and  apparel  of 
$116  million  per  square  mile  per  year  is  more  than 
twice  the  New  York  metro  area  rate  of  $53  million; 


retail  demand  per  square  mile  in  inner-city  Boston 
is  six  times  as  great  as  in  the  Boston  metro  area  as  a 
whole.  Not  surprisingly,  the  Super  Stop  and  Shop 
store  in  Boston's  inner  city  is  the  highest  grossing  of 
that  company's  186  supermarkets.^ 

In  other  communities,  retail  sales  in  new  markets  as 
a  whole  match  or  even  exceed  estimated  retail  buy- 
ing power,  but  key  low-income  pockets  are  under- 
retailed  and  otherwise  underserved  by  businesses. 
For  example,  while  Phoenix  as  a  whole  has  a  strong 
economy  and  low  unemployment  rate,  the  area's 
rapid  growth  has  created  pockets  of  distress — South 
Phoenix  has  much  higher  poverty  and  joblessness 
than  the  region  as  a  whole.  And  while  the  South 
Phoenix  Enterprise  Community  has  strong  retail 
sales,  there  remain  pockets  of  retail  opportunity 
that  local  businesses  are  just  beginning  to  tap,  with 
help  from  flexible  government  incentives  and  the 
savvy  of  grassroots  nonprofit  organizations. 


0 
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While  the  under-retailing  of  new  markets  is  clear, 
there  remains  a  significant  information  gap  inhibit- 
ing inner-city  business  development,  including 
retail  expansion.  As  suggested  above,  traditional 
sources  of  business  data  are  often  ill-suited  to  mea- 
sure the  special  features  of  the  urban  marketplace. 
For  example,  much  of  the  cash  economy  in  cities 
goes  unrecorded,  and  averages — median  income, 
say — often  mask  pockets  of  affluence  that  coexist 
with  pockets  of  poverty.  Rich  databases  and  models 
that  are  designed  specifically  for  urban  markets  are 
just  now  appearing.'' 


"Increased  business  investment  can  transform 
many  inner  cities  from  places  left  behind  by  the 
new  economy  into  places  leading  the  way  to  eco- 
nomic success — bringing  shoppers,  billions  of  dol- 
lars in  consumer  spending,  and  new  jobs  to  urban 
America. " 


HUD  Secretary  Andrew  Cuomo 


In  spite  of  the  information  gap,  the  clear  profit 
potential  is  attracting  a  handful  of  major  retail- 
ers to  tap  the  gold  mine  of  urban  markets,  ofien 
in  the  inner  city.  Sears,  Roebuck  &  Company  has 
dramatically  expanded  its  urban  presence  in  the  last 
few  years.  With  annual  sales  of  $75  million  to  $100 
million  each,  these  center  city  stores  are  grossing 
triple  the  company  average.^  Kmart's  SuperK  store 
in  Oakland,  California  reports  sales  50  percent 
higher  than  for  comparable  stores  in  the  chain,  and 
the  Foot  Locker  outlet  in  Harlem  has  sales  exceed- 
ing $1,000  per  square  foot.^  Some  of  the  biggest 


winners  are  grocery  stores.  The  "star  stores"  for 
Pathmark  and  Super  Stop  and  Shop,  two  leading 
chains  in  the  Northeast,  are  in  the  inner  city.^ 
About  one-half  of  Pathmark  stores  are  located  in 
low-income  communities. 

Pools  of  untapped  labor  will  give  new  businesses  a 
competitive  edge.  The  central  cities  have  much 
higher  rates  of  workers  seeking  employment  than 
the  suburbs,  and  the  rate  is  higher  still  in  the  low- 
income  inner-city  neighborhoods  within  central 
cities.  Last  year,  in  the  central  cities  alone,  there 
were  over  2  million  Americans  looking  for  work. 
Another  2  million  are  not  in  permanent  jobs  or 
have  stopped  looking  for  work  because  problems 
with  child  care,  transportation,  or  skill  levels  pre- 
vent them  from  taking  a  job.  For  example.  Watts  in 
Los  Angeles  is  home  to  an  untapped  labor  force  of 
nearly  12,000.  Finally,  with  fewer  businesses  in 
these  untapped  markets,  wages,  and  therefore  labor 
costs  for  businesses,  are  competitive  as  well. 

Despite  the  clear  market  potential,  and  the  striking 
example  of  a  handful  of  retailers  "pioneering"  their 
way  back  into  cities  and  reaping  major  profits  in 
the  process,  there  is  this  stark  reality:  city  residents, 
particularly  those  in  low-income  inner-city  neigh- 
borhoods, are  out-shopping  to  the  tune  of  many 
billions  of  dollars  each  year.  Given  their  economic 
distress,  it  is  inner-city  neighborhoods,  more  than 
other  parts  of  America's  cities,  that  need  to  capture 
more  of  their  residents'  huge  retail  purchasing 
power.  There  is  a  gold  mine  that  these  communi- 
ties, and  the  businesses  that  partner  with  them,  can 
tap  in  a  virtuous  cycle. 
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NEW  MARKETS  IN  RURAL 
AMERICA:  A  PREVIEW 


he  rich,  untapped  market  potential  that 
awaits  in  Americas  new  markets  is  not  hm- 
ited  to  the  inner  cities.  There  are  new 
markets  in  rural  America  as  well,  including  commu- 
nities that  have  been  mired  in  high  poverty  and  job- 
lessness for  decades — in  Appalachia,  the  Mississippi 
Delta,  Indian  Country,  and  the  borderland  Colonias, 
for  example.  The  record-breaking  economy  presents 
the  Nation  with  the  opportunity  to  include  these 
and  other  rural  places  in  the  promise  of  growth  and 
prosperity. 

Except  for  agriculture,  timber,  and  certain  extractive 
industries,  such  as  mining,  rural  communities  have 
often  been  more  isolated  from  the  investment  capi- 
tal that  cities  attract.  The  labor  force,  like  the  popu- 
lation generally,  is  more  dispersed.  Rural  regions 
often  present  a  less  diversified  economic  base — at 
least  initially — than  metropolitan  areas.  And  infra- 
structure is  more  modest  in  some  areas,  especially 
key  regions  in  Indian  Country  and  the  Colonias. 
Still,  rural  America  has  shown  countless  strengths 
amidst  hard  times,  with  innovative  small  town  gov- 
ernments, committed  businesses,  community  foun- 
dations, local  nonprofits,  faith-based  institutions, 
and  other  groups  taking  the  lead  and  with  entrepre- 
neurial State  and  Federal  agencies  acting  as  vital 
partners. 

Although  rural  and  urban  economies  differ  in 
important  ways,  one  thing  is  clear:  major  untapped 
markets  exist  in  rural  America  as  they  do  in  the 
cities.  In  fact,  thanks  to  the  information  revolution 
and  other  economic  trends,  businesses  are  increas- 


ingly mobile.  A  wider  array  of  businesses  can  reach 
their  customers  from  strategic  rural  locations  that 
offer  competitive  advantages,  such  as  inexpensive 
land,  lower  average  labor  costs,  and  more.  These 
highlights  of  a  forthcoming  HUD  report  begin  to 
illustrate  the  potential: 

■  The  Pine  Ridge  reservation,  home  to  the 
Oglala  Sioux  tribe,  is  the  poorest  county  in 
the  Nation,  but  even  in  Pine  Ridge,  there  is 
$60  million  in  retail  buying  power  each  year. 

The  poverty  rate  in  Pine  Ridge  was  almost  63 
percent  at  the  most  recent  census,  and  42  per- 
cent of  adults  never  graduated  from  high  school. 
Yet  this  small  population  of  approximately 
1 1 ,000  has  $60  million  to  spend  on  retail  needs 
somewhere.  Most  of  that  amount  is  spent  off 
the  reservation  because  there  is  so  little  commer- 
cial activity  within  Pine  Ridge — an  especially 
common  pattern  in  Indian  Country. 

■  The  counties  that  make  up  the  Mississippi 
Delta  have  $95-7  billion  in  retail  purchasing 
power.  Poverty  in  the  Delta  was  almost  21  per- 
cent in  1995,  and  more  than  one-third  (34.1 
percent)  of  adults  never  graduated  from  high 
school.  Yet  there  is  significant  buying  potential — 
and  potential  for  innovative,  higher  quality 
businesses  even  in  communities  where  stores  are 
meeting  most  of  the  areas  demand. 

■  The  counties  that  make  up  the  Kentucky 
Highlands  in  Appalachia  have  over  $1.3  bil- 
lion in  retail  purchasing  power.  Poverty  in 
1995  was  33.5  percent  in  the  Highlands,  and 
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over  one-half  (54  percent)  of  adults  never  grad- 
uated from  high  school.  Yet  smart  finance  and 
partnership  building  are  beginning  to  mine  the 
untapped  buying  power,  trainable  labor  force, 
and  more. 

Creative  businesses,  often  partnering  with  smart 
governments  and  nonprofit  groups,  are  making 
profits  and  growing  the  job  base  in  these  and  other 
rural  communities.  For  example,  with  financing 
from  the  Kentucky  Highlands  Investment 
Corporation,  a  nationally  known  community  devel- 
opment organization,  Mid-South  Electrics  in 
Jackson  County,  Kentucky  expanded  a  small  opera- 
tion to  employ  850  persons.  Mid-South  will  add  a 
$6  million,  100-  to  150-employee  expansion  this 
year.  Its  sales  grew  30  percent  in  the  last  year  alone. 

And  HUD  is  working  on  Pine  Ridge  to  overcome 
the  special  barriers  to  homeownership  that  many 
tribes  face.  HUD  has  created  Shared  Visions,  a 
model  partnership  involving  the  tribe,  the  Federal 
Government,  and  leading  private  lenders  eager  to 
tap  this  market.  On  Pine  Ridge  and  in  most  low- 
income  communities,  housing  is  often  the  first  step 
toward  broader  economic  development,  since  better 
housing  creates  retail  demand,  more  stable  families 
able  to  consume  and  invest,  and  construction  and 
other  skills  that  develop  the  workforce.  These  are 
but  a  few  of  the  businesses — and  committed  busi- 
ness partners — making  it  work  in  Americas  rural 
new  markets. 

CONCLUSION 

The  huge  untapped  demand  for  retail  goods  in  new 
markets  means  that  many  of  our  Nation's  retailers 
are  missing  major  profit-making  opportunities.  At 
the  same  time,  the  fact  that  inner-city  residents 


must  do  so  much  of  their  retail  shopping  outside  of 
their  communities  means  that  the  full  benefits  of 
our  economic  expansion  have  not  yet  extended  to 
urban  new  markets — bringing  jobs,  quality  shop- 
ping, and  a  stronger  tax  base  to  all  communities, 
especially  those  that  face  economic  distress. 

On  the  retail  front,  the  challenge  ahead  is  to  cre- 
ate a  "virtuous  cycle  of  retail"  in  our  Nations 
inner-city  areas — to  promote  business  growth, 
jobs,  and  savings  in  all  of  Americans  communities. 

The  goal  is  not  to  generate  a  consumption  binge  by 
those  who  most  need  to  build  more  assets  and  get 
ahead,  nor  is  it  to  divert  buying  power  away  from 
the  hardworking  businesspeople  outside  of  cities. 
The  goal  is  net  gain,  and  the  virtuous  cycle  is 
achievable:  businesses  move  into  inner-city  neigh- 
borhoods, hiring  local  residents  and  raising  their 
incomes.  This  higher  income  allows  residents  to 
both  save  and  spend  more,  and  the  higher  demand 
allows  city  businesses — including  those  in  the 
inner-city  neighborhoods  themselves — to  be  more 
profitable  and  do  more  hiring.  More  hiring  raises 
income  and  consumer  demand.  The  cycle  feeds 
itself,  creating  sustainable  economic  development 
and  allowing  low-income  communities  to  have 
more  assets,  a  strong  tax  base,  more  quality  shop- 
ping, and  more  jobs. 

The  President  and  Vice  President  have  proposed  an 
expanded  agenda  to  seize  the  unprecedented  oppor- 
tunity that  our  economic  expansion  offers,  asking 
Congress  to  enact  new  tools  to  ensure  business 
growth  and  community  empowerment  in  the  new 
century.  The  multi-agency  New  Markets  Initiative 
(NMI)  will  build  a  new  national  network  of  private 
investment  institutions  to  provide  the  capital  and 
expertise  needed  to  flourish  in  inner  cities  and 
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distressed  rural  communities  by  the  full  continuum 
of  businesses — from  the  largest  companies  to 
microenterprises.  NMI  includes  seven  programs 
that  emphasize  equity  capital  needs  in  new  markets. 
America's  Private  Investment  Companies  (APIC), 
jointly  administered  by  HUD  and  the  Small 
Business  Administration,  will  create  private  invest- 
ment companies  to  invest  in  large  businesses  seek- 
ing to  expand  or  locate  in  low-income  communi- 
ties— investments  are  expected  to  total  $1.5  billion. 
Small  Business  Investment  Companies  (SBICs) 
Targeted  to  New  Markets  will  invest  between 
$100,000  and  $1  million  (per  financing)  in  small 
businesses,  while  New  Market  Venture  Capital 
Companies  will  provide  additional  venture  capital 
and  technical  assistance  for  start-ups.  Expanded 
support  for  Community  Development  Financial 
Institutions  (CDFIs)  will  provide  a  range  of  finan- 
cial products  and  services  directly  to  small  business- 
es and  individuals.  Microenterprises  will  receive 
additional  loans  and  technical  assistance.  A  New 
Markets  Tax  Credit  will  help  spur  $6  billion  in 
private  equity  investment  in  low-  and  moderate- 
income  communities,  providing  the  extra  fuel  need- 
ed for  businesses  of  all  sizes  to  invest  and  grow.  And 
BusinessLINC,  which  stands  for  Learning, 
Information,  Networking,  and  Collaboration,  will 
encourage  mentoring  relationships  between  large 
and  small  firms. 

The  private  sector  will  provide  the  time,  energy, 
and  creativity  needed  for  successful  investment  in 
low-  and  moderate-income  areas,  while  entrepre- 
neurial and  forward-looking  governments  help  cre- 
ate the  needed  institutional  framework.  For  exam- 
ple, the  Community  Empowerment  Fund  (CEF) 
will  streamline  two  existing  HUD  programs  (grants 


and  loan  guarantees)  to  create  jobs  in  new  markets, 
emphasizing  Welfare  to  Work  Targeted  Job 
Creation  and  vital  City-Suburb  Business 
Connections  that  connect  inner  cities  to  regional 
economic  growth.  An  innovative  pilot,  the  CEF 
Trust,  will  standardize  underwriting  and  create  loan 
pools  to  enable  a  secondary  market  for  economic 
development  loans.  (For  details  on  the 
Administration's  agenda,  see  Part  Two  of  HUD's 
1999  State  of  the  Cities  report). 

The  new  and  enhanced  initiatives  mentioned 
above — all  designed  to  stimulate  investment  in 
untapped  markets — will  be  joined  to  existing  pro- 
grams with  a  proven  track  record  in  building  com- 
nlunities.  And  a  reinvigorated,  reinvented  HUD  is 
an  active,  effective  community  partner  nationwide. 

Beyond  the  capital  and  opportunity  gaps  addressed 
by  NMI  and  other  initiatives,  a  significant  barrier 
to  major  new  private  investment  in  underserv^ed 
urban  neighborhoods  is  the  above-mentioned  infor- 
mation gap  that  understates  true  market  potential 
in  most  cities — and  in  low-income  inner-city  neigh- 
borhoods most  of  all.  This  report  helps  to  close  that 
gap,  but  much  work  lies  ahead. 

The  opportunities  highlighted  in  this  report  are  sig- 
nificant for  inner-city  neighborhoods  and  for 
America.  Pent-up,  unmet  demand — and  the  density 
of  that  demand — in  new  urban  markets  presents  us 
with  a  chance  to  further  two  of  our  most  important 
goals  as  a  Nation:  first,  to  extend  the  record-break- 
ing economic  expansion  by  identifying  new  profit 
opportunities  and  room  for  growth;  and  second,  to 
extend  the  fruits  of  that  expansion  to  all  Americans, 
especially  those  who  have  yet  to  be  lifted  fully  in 
the  Nation's  extraordinary  rising  tide. 
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"Why  do  we  open  stores  in  the  city?  Because  that's  where  the  people  are. " 

Harvey  Gutman,  senior  Vice  President  for  Retail  Development  of 
Pathmark,  a  large  northeastern  supermarket  chain.^ 

INTRODUCTION: 

THE  UNTAPPED  CONSUMER 

MARKETS  IN  INNER-CITY 

NEIGHBORHOODS 


^^l^^l  here  is  enormous  economic  potential  in 
America's  low-income  communities, 
both  urban  and  rural.  This  report 
focuses  principally  on  the  strong  growth  potential 
in  many  inner-city  neighborhoods  that  are  under- 
served  by  retail  stores.  Alongside  the  underappreci- 
ated business  advantages  of  these  communities — 
such  as  significant  and  concentrated  spending 
power,  an  available  and  trainable  labor  pool,  loca- 
tion advantages,  and  underutilized,  developable 
land  and  buildings — there  are  barriers  to  business 
development  in  these  new  markets.  Among  the 
most  important  is  the  "capital  gap" — the  lack  of 
access  to  capital  (especially  equity  capital)  and  tech- 
nical expertise.  Helping  to  close  this  capital  gap  is 
the  hallmark  of  the  President's  proposed  New 
Markets  Initiative  for  inner  cities  and  distressed 
rural  areas.  Another  key  barrier  is  the  need  for  bet- 
ter market  information.  This  report  helps  close  the 
information  gap,  focusing  on  a  key  dimension  of 
the  urban  new  markets — the  untapped  retail  poten- 
tial of  many  of  America's  low-  and  moderate-income 
inner-city  neighborhoods. 

Despite  the  huge  retail  purchasing  power  of  their 
residents,  many  of  the  Nations  inner-city  neigh- 
borhoods suffer  from  significant  "out-shopping" — 


they  have  too  little  retail  to  meet  the  demand, 
and  tap  the  buying  power,  of  their  own  residents. 

While  many  urbanites  both  live  and  work  in  the 
city,  much  of  their  income  is  spent  elsewhere — in 
the  suburbs,  on-line,  or  on  mail  order — and  subur- 
banites could  spend  more  in  the  city.  Even  more  so 
than  the  larger  urban  market,  though,  it  is 
America's  inner-city  neighborhoods  that  are  undis- 
covered territories  for  many  businesses. 

This  study,  part  of  an  ongoing  series  in  which  the 
U.S.  Department  of  Housing  and  Urban 
Development  (HUD)  reports  to  the  Nation  on  the 
state  of  its  cities  and  metropolitan  regions,  focuses 
on  retail  buying  power  and  sales  patterns  in  the  539 
U.S.  central  cities — the  principal  cities  of  our  larger 
metropolitan  areas — and  the  low-income  inner-city 
neighborhoods  within  those  central  cities.  The 
study  highlights  the  enormous  potential  waiting  to 
be  tapped  in  economically  distressed  communities 
and  the  larger  urban  retail  markets  in  which  inner- 
city  neighborhoods  are  situated.  The  Department 
will  also  be  releasing  in  the  coming  months  a  report 
on  the  market  potential  of  rural  America — places 
such  as  Appalachia,  the  Mississippi  Delta,  Indian 
Country,  and  towns  and  counties  across  the  Nation. 
This  is  part  of  a  larger  effort.  At  the  President's 


New  Markets:  The  Untapped  Retail  Buying  Power  In  America's  Inner  Cities 


request,  a  number  of  Federal  agencies  will  be  focus- 
ing new  attention  on  new  markets  in  the  coming 
months,  improving  the  information,  capital,  and 
other  tools  that  businesses  and  communities  need. 

The  Nation's  Successes— and  the 
Work  Ahead 

Thanks  to  the  strong  fiscal  policies  and  community 
empowerment  agenda  of  President  Clinton  and 
Vice  President  Gore,  the  Nation  is  enjoying  the 
longest  peacetime  economic  expansion  in  its  histo- 
ry. Unemployment  and  crime  are  down,  the  Federal 
budget  is  in  surplus,  the  stock  market  is  hitting 
record  highs,  low  interest  rates  are  fueling  a  boom 
in  business  growth,  homeownership  is  at  an  all-time 
high,  and  American  entrepreneurs  are  remaking  the 
face  of  global  business. 

HUD  reported  earlier  this  year  in  Now  Is  the  Time: 
Places  Left  Behind  in  the  New  Economy  and  again  in 
the  1999  State  of  the  Cities  report  that,  thanks  to  a 
booming  national  economy,  most  cities  are  experi- 
encing a  strong  fiscal  and  economic  recovery,  with 
trends  that  parallel  the  Nation's — unemployment 
and  crime  down,  homeownership  up,  and  a  new 
vitality  evident  from  downtown  to  the  neighborhoods. 

However,  too  many  cities  are  still  left  behind  and 
continue  to  face  the  challenges  of  population  decline, 
loss  of  middle-class  families,  slow  job  growth,  income 
inequality,  and  poverty.  Serious  population  losses 
plague  about  1  in  5  of  the  Nation's  central  cities 
(116  central  cities  in  28  States).  Unemployment 
remains  unacceptably  high — 50  percent  or  more 
above  the  national  average — in  1  in  6  (95  central 
cities  in  26  States).  And  stubborn  poverty  persists  in 
1  in  3  of  our  central  cities,  with  poverty  rates  of 
20  percent  or  more  in  170  central  cities  in  34 


States.  Even  in  cities  that  look  healthy  in  the  aggre- 
gate, there  are  deep  pockets  of  distress — areas  with 
concentrated  joblessness  and  poverty,  along  with  the 
lack  of  hope  that  accompany  those  symptoms  of 
distress.  These  are  the  low-  and  moderate-income 
neighborhoods  that  America  has  come  to  call  "the 
inner  city." 

As  the  President  has  said,  now  is  the  time  to  lift  up 
these  places  left  behind — to  bring  the  great  new 
prosperity  to  all  corners  of  the  Nation.  This  is  not 
an  act  of  charity  but  of  smart  business — for,  as  this 
report  documents  for  the  retail  sector,  there  is  huge, 
untapped  market  potential  throughout  our  cities, 
especially  in  low-income  inner-city  neighborhoods. 
If  America  is  to  sustain  its  strong  economy,  we  must 
tap  new  markets,  drawing  on  unmet  consumer 
demand,  harnessing  underutilized  labor,  and  invest- 
ing in  developable  urban  land.  There  is  a  simple 
reality:  the  economy  needs  new  room  to  grow — 
new  markets  where  business  capital  can  be  invested 
to  generate  significant  returns  and  produce  jobs  and 
lasting  community  benefits. 

Highlighting  New  IVIarlcets— Including 
the  Retail  Gap  In  Cities 

In  an  effort  to  seize  this  unique  moment  in  our  his- 
tory, this  month  marks  an  historic  trade  mission  by 
President  Clinton — a  domestic  trade  mission  to 
America's  most  important  untapped  markets:  those 
in  our  inner  cities  and  distressed  rural  communities. 
It  is  a  mission  to  highlight  the  innovative  toolbox 
known  as  the  New  Markets  Initiative,  to  connect 
Wall  Street  to  Main  Street  and  join  the  great  engine 
of  American  capital  and  entrepreneurship  to  the 
places  where  people  are  ready  to  work  but  not  yet 
employed,  ready  to  buy  but  not  yet  served  ade- 
quately by  businesses. 
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Working  with  Congress,  the  CHnton-Gore 
Administration  has  made  a  major  commitment  to 
Americas  underserved  communities  and  untapped 
markets  over  the  past  6  years,  with  Empowerment 
Zones  and  Enterprise  Communities,  a  strengthened 
Conmiimity  Reinvestment  Act,  the  Community 
Development  Financial  Institutions  (CDFI) 
Fund,  expanded  Affordable  Housing  Vouchers, 
100,000  new  community  police  officers,  School 
Modernization  Bonds,  Youth  Opportunity  Areas, 
Welfare  to  Work  grants,  an  expanded  Earned 
Income  Tax  Credit,  the  Economic  Development 
Initiative,  and  the  Brownfields  Economic 
Development  Initiative,  to  name  a  few.  But  now 
is  the  time  to  do  more. 

On  the  retail  front,  the  challenge  ahead  is  to  cre- 
ate a  "virtuous  cycle  of  retail"  in  our  Nations 
inner-city  areas-to  promote  business  growth,  jobs, 
and  savings  in  all  of  America's  communities.  The 

goal  is  not  to  generate  a  consumption  binge  by 
those  who  most  need  to  build  more  assets  and  get 
ahead,  nor  is  it  to  divert  buying  power  away  from 
the  hardworking  businesspeople  outside  of  cities. 
The  goal  is  net  gain,  and  the  virtuous  cycle  is 
achievable:  businesses  move  into  inner-city  neigh- 
borhoods, hiring  local  residents  and  raising  their 
incomes.  This  higher  income  allows  residents  to 
both  save  and  spend  more,  and  the  higher  demand 
allows  city  businesses — including  those  in  the 
inner-city  neighborhoods  themselves — to  be  more 
profitable  and  do  more  hiring.  More  hiring  raises 
income  and  consumer  demand.  The  cycle  feeds 
itself,  creating  sustainable  economic  development 
and  allowing  low-income  communities  to  have 
more  assets,  more  quality  shopping,  a  stronger  tax 
base,  and  more  jobs. 


What's  New  About  the  Urban 
Marketplace 

Urban  enthusiasts  have  been  touting  the  cities'  mar- 
ket potential  for  a  decade  or  more.  So  what  is  new 
and  different  now?  The  cities  themselves  have 
changed  and  are  now  open  for  business.  A  new 
breed  of  market-minded  mayors  is  at  the  helm. 
These  entrepreneurial  executives  are  working  hard 
to  transform  their  cities'  red-tape  bureaucracies  into 
streamlined  welcoming  committees  for  new  and 
expanded  enterprises.  Meanwhile,  the  cities  are  in 
better  financial  shape  than  they  used  to  be. 

In  addition,  the  Nations  long  economic  expansion 
is  finally  being  felt  in  even  the  most  disadvantaged 
urban  areas,  and  healthier  fiscal  climates  and  bond 
ratings  mean  bigger  investments  in  the  infrastruc- 
ture that  is  so  critical  to  a  strong  business  climate. 
Furthermore,  crime — historically  one  of  the  biggest 
deterrents  to  inner-city  investment — is  down  dra- 
matically. Public  education,  another  barrier  to 
urban  revival,  remains  a  major  challenge  in  many 
cities,  but  the  mayors  are  actively  working  to  meet 
it.  They  are  also  forming  break-the-mold  workforce 
development  partnerships  among  grassroots  groups, 
institutions  of  higher  education,  industry  represen- 
tatives, and  innovative  public  agencies. 

Some  pioneering  retail  chains  and  other  large  busi- 
nesses are  finding  cities  an  attractive  alternative  to 
the  emerging  markets  overseas.  For  one  thing, 
America's  cities  are  not  overseas — they  are  right 
here,  close  to  supply  lines.  They  are  not  dependent 
on  the  state  of  the  world  economy  or  on  the  politics 
of  particular  countries.  Cities  are  also  the  business 
answer  to  saturated  suburban  markets. 
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The  Power  of  Retail— and  the 
Untapped  Inner-City  Advantage 

Wherever  they  Hve  and  whatever  their  income  level, 
people  need  to  purchase  certain  items:  groceries, 
pharmaceuticals,  clothes,  furniture,  and  sundry 
other  things.  If  there  are  no  stores  selling  these 
things  nearby — or  if  the  close-in  stores  sell  low- 
quality  goods  at  high  prices — most  people,  if  they 
are  able  to  do  so,  will  go  where  the  selections  are 
wider  and  the  bargains  better.  For  years,  that  has 
meant  the  suburbs.  The  phenomenon  is  so  com- 
mon that  it  has  several  names,  one  of  which  is  "out- 
shopping." 

The  Boston  Consulting  Group  and  the  Initiative 
for  a  Competitive  Inner  City  (ICIC),  for  example, 
estimated  that  the  retail  purchasing  power  in  inner- 
city  ZIP  codes  amounts  to  nearly  7  percent  of  total 
retail  spending  in  the  country.  And  a  close  look  at 
six  inner  cities  showed  unmet  retail  demand — and 
thus,  potential  market  opportunities — of  $0  percent 
or  more  in  some  ZIP  codes.  "What  has  led  to  this 


dearth  of  retail  supply?  Retailers,  chains,  and  inde- 
pendents alike  have  overlooked  the  promise  of  the 
inner-city  markets,"  the  study  contended.  "Some 
might  consider  it  discrimination.  We  call  it  bad 
strategy."' 

There  is  huge  spending  power  in  inner-city  neigh- 
borhoods. A  considerable  portion  of  household 
income  in  these  communities  is  not  recorded  in 
Census  Bureau  data,  most  of  it  part  of  the  huge 
cash  economy  in  cities.'" 

Furthermore,  inner-city  shoppers  are  attractive  cus- 
tomers, according  to  survey  research.  "In  short,  they 
like  to  shop,"  concluded  a  study  on  apparel  buying 
by  Pricewaterhouse  Coopers  in  partnership  with 
ICIC.  "They  enjoy  shopping  for  apparel  more  so 
than  the  average  American  primary  household 
shopper."  In  addition,  "the  inner-city  shopper  is 
more  brand  conscious  and  more  fashion  conscious 
than  the  average  apparel  shopper,"  and  thus  more 
profitable  for  the  retailer. 
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THE  NEW  EVIDENCE:  RETAIL 
BUYING  POWER  AND  THE 
RETAIL  GAP 


^H^^H  espite  the  potential,  and  the  striking 

H  ■  ■  example  of  a  handful  of  major  retailers 
^■^^H  "pioneering"  their  way  back  into  cities, 
there  is  a  stark  reality:  as  a  result  of  the  decades- 
long  suburban  focus,  many  cities  now  face  a  large 
retail  gap,  failing  to  capture  significant  proportions 
of  their  own  residents'  buying  power — not  to  men- 
tion the  business  of  suburbanites  and  tourists  that 
they  could  be  getting.  And  the  gap  is  especially  sig- 


nificant for  distressed  communities  that  need  to 
retain  and  build  wealth.  Many  residents  must  travel 
to  suburban  locations,  or  shop  by  mail  or  other 
means,  to  buy  the  goods  that  they  could  purchase 
in  the  neighborhood  or  elsewhere  in  the  city.  Put 
differently,  urban  residents  in  many  major  cities  are 
"out-shopping"  to  the  tune  of  many  billions  of  dol- 
lars each  year,  as  highlighted  below. 


FINDING  #1 

Americas  inner-city  neighborhoods  possess  enormous  retail  purchasing  power-estimated  at  $331 
billion  last  year,  or  one-third  of  the  $1.1  trillion  total  for  the  central  cities  in  which  those  neigh- 
borhoods are  located.  At  the  city  level,  the  greatest  retail  purchasing  power  is,  not  surprisingly,  in  the 
largest  central  cities — New  York  at  $118.7  billion  in  1998;  Los  Angeles  at  $51.7  billion;  and  Chicago 
at  $38  billion — where  mom-and-pop  stores  in  the  neighborhood  coexist  with  posh  shopping  districts. 
(See  Table  1 .)  The  tremendous  retail  purchasing  power  of  major  cities  is  to  be  expected,  given  their 
concentrated  wealth.  However,  many  small-and  mid-sized  cities  reveal  surprisingly  large-scale  buying 
potential,  too — for  example  Trenton,  New  Jersey  at  $880  million;  Galveston,  Texas  at  $684.5  million; 
Charleston,  South  Carolina  at  $1  billion;  Schenectady,  New  York  at  $700.9  million;  and  Davis, 
California  at  $893.4  million.  But  far  more  striking  are  the  urban  new  markets.  Considering  only 
the  "inner-city  neighborhoods" — those  with  higher  poverty  and  lower  incomes  than  the  cities  that 
surround  them — the  retail  market  remains  huge.  For  example.  New  Haven,  Connecticut's  inner- 
city  neighborhoods  alone  possess  $1  billion  per  year  in  retail  buying  power;  Allentown,  Pennsylvania's 
$307.9  million;  Gary,  Indiana's  $753.8  million;  and  East  St.  Louis,  Illinois'  $226.7  million.  (See 
Table  2.) 
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FINDING  #2 

Despite  their  huge  buying  power,  many  of  America's  inner-city  communities  are  "under- 
retailed,"  with  sales  that  fall  significantly  short  of  residents'  retail  purchasing  power.  The  total 
shortfall  was  $8.7  billion  last  year  for  the  48  inner-city  areas  in  which  HUD  found  a  retail  gap. 
(See  Table  2.)  Many  inner-city  areas,  not  listed  in  this  study,  do  not  show  such  a  gap — and  even 
have  a  surplus — by  HUD's  conservative  estimates,  but  those  areas  could  nonetheless  benefit  from 
increased  private  investment.  In  1998,  retail  sales  in  the  economically  distressed,  inner-city  neigh- 
borhoods of  Chicago  alone  fell  $2.3  billion  short  of  the  retail  buying  power  of  residents  in  those 
communities.  Such  retail  gaps  are  found  nationwide  in  the  inner-city  areas  of  many  small,  mid- 
sized, and  large  cities  alike,  reflecting  both  untapped  potential  for  businesses  and  a  shortage  of 
retail  jobs  and  quality  shopping  for  residents.  Last  year,  the  inner-city  neighborhoods  in 
Washington,  D,C.  had  an  aggregate  retail  gap  of  over  $379  million;  in  Watts,  $445-5  million;  in 
Detroit,  $441  million;  in  Newark,  $658  million;  and  in  East  St.  Louis,  Illinois,  $49.6  million 
(21.9  percent  of  total  purchasing  power  in  that  small  and  highly  distressed  community). 


As  we  can  see,  the  shortage  of  retail  stores  in  inner- 
city  neighborhoods  reflects  a  broader  under-retail- 
ing of  many  central  cities,  and  out-shopping  affects 
cities  of  all  sizes  in  every  part  of  the  country.  For 
example,  in  New  York  City  last  year,  the  difference 
between  households'  retail  buying  power  and  total 
retail  sales — the  retail  gap — was  $37.1  billion,  or 
almost  one-third  (31.2  percent)  of  total  retail  pur- 
chasing power,  notwithstanding  the  world-famous 
shopping  districts  of  the  Big  Apple.  The  retail  gap 
was  $5.4  billion  in  Los  Angeles  (10.5  percent);  $9.8 
billion  in  Chicago  (25-9  percent);  $1.4  billion  in 
Detroit  (17.9  percent);  $3.9  billion  in  San  Jose 
(25.1  percent);  and  $2.8  billion  in  Washington, 
D.C.  (28.4  percent),  with  many  smaller  communi- 
ties also  showing  significant  retail  gaps.'' (Other 
cities — higher-income  communities  such  as 
Stamford,  Connecticut  and  Palo  Alto,  California — 


have  a  retail  gap,  too,  as  indicated  in  Table  3  but 
this  reflects  differences  in  savings  and  a  much  wider 
array  of  spending  options  that  most  urbanites  do 
not  have.)  Table  1,  the  list  of  central  cities  with 
measurable  retail  gaps,  actually  understates  the 
untapped  retail  market  in  urban  areas:  according  to 
economists,  most  cities  should  be  "destination 
retail"  hubs  for  suburbanites,  tourists,  and  others, 
with  retail  sales  that  exceed  the  buying  power  of  the 
cities'  own  residents. 

Not  included  in  Table  1  are  more  affluent  cities — 
such  as  Palo  Alto,  California  and  Stamford, 
Connecticut — where  residents  tend  to  have  very 
different  savings  and  spending  patterns,  driven  by  a 
geographically  broader  array  of  retail  options, 
including  travel  and  consumption  at  a  distance. 
(See  Appendix  for  details.) 
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Untapped  markets  for  retail  are  especially  evident  in 
the  Nations  inner-city  neighborhoods'* — areas  with 
significantly  higher  rates  of  poverty  and  lower 
incomes  than  their  cities  as  a  whole.  (See  Table  2.) 
For  example,  the  total  retail  gap  in  Detroit, 
Michigan's  inner-city  new  market  neighborhoods 
was  over  $441  million  last  year,  meaning  that  stores 
in  inner-city  Detroit  captured  almost  one-half  of  a 
billion  dollars  less  than  their  own  residents  spent — 
on  retail. 

The  fact  that  a  c'lVf,  or  an  inner-city  new  market 
area  within  a  given  central  city,  does  not  appear  in 
Tables  1  and  2  does  not  mean  that  the  community 
in  question  cannot  benefit  from,  or  take  advantage 
of,  strategic  economic  development  assistance. 
There  are  areas  with  high  poverty,  high  unemploy- 
ment, and  other  problems  where  retail  sales  exceed 
local  retail  purchasing  power.  But  the  residents  of 
these  areas  are  not  yet  fully  incorporated  into  the 
Nation's  economic  prosperity.  In  these  areas,  retail 
sales  may  not  be  the  lead  engine  for  economic 
development.  Nevertheless,  with  more  economic 
development,  they  should  expect  increased  retail 
demand. 

The  comparisons  in  Tables  1  and  2  between  retail 
sales  and  retail  purchasing  power  provide  a  broad 
indication  of  imbalances  between  the  supply  of  and 
demand  for  retail  goods  and  services.  Specific  busi- 
ness investment  decisions  would  require  more 
detailed  data,  including  information  on  the  type 
and  location  of  retail  outlets  and  the  age,  race,  and 
household-type  of  residents.  More  specific  decisions 
call  for  finer-grained  information. 


Understanding  Buying  Power 

As  noted  above,  these  best  available  data  on  retail 
gaps  nationwide  may  actually  understate  true  retail 
potential  in  inner  cities  and  other  areas  for  several 
reasons.  One  is  that  economists  believe  that  cities 
should  be  "destinations"  for  retail  expenditure,  even 
though  suburban  malls  have  supplanted  many 
downtowns,  or  reduced  their  market  share,  in 
recent  decades.  Second,  and  perhaps  more  impor- 
tantly, one-size-fits-all  assumptions  about  how 
much  households  will  spend  on  retail  purchases 
probably  understate  actual  retail  expenditures  and 
forecasts.  The  evidence  is  that  the  residents  of  urban 
new  markets — low-income  inner-city  neighbor- 
hoods— typically  spend  a  higher-than-average  pro- 
portion of  household  income  on  household  items, 
especially  food  and  apparel. 

According  to  special  analyses  of  the  Bureau  of 
Labor  Statistics'  Consumer  Expenditure  Survey 
commissioned  by  the  Treasury  Department,  on 
average,  residents  of  urban  new  markets  earn  just 
54  percent  of  what  other  central  city  residents  earn. 
But  they  spend  62  percent  as  much  in  total,  67  per- 
cent as  much  on  clothing,  and  89  percent  as  much 
for  food  at  home. 

Concentrated  Buying  Power— tine 
Density  of  Demand  in  Cities 

The  income  of  an  individual  household  is  less 
important  to  retailers  than  the  combined  income  of 
everyone  in  the  neighborhood.  Aside  from  aggre- 
gate, untapped  retail  demand,  urban  locations  typi- 
cally offer  a  critical  advantage  for  retail  businesses: 
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density  of  demand.  The  higher  population  density 
of  most  inner-city  neighborhoods  balances  out  the 
high  household  incomes  in  spread-out  suburban 
areas,  for  example: 

■  Treasury  Department  analyses  indicate  that 
nationwide,  consumer  expenditures  per  residen- 
tial square  mile  average  $33,500  in  low-income 
central  city  new  market  areas,  compared  to 
$25,900  in  other  parts  of  the  central  cities. 

■  Harlem  has  an  estimated  retail  demand  for  food 
and  apparel  of  $  1 1 6  million  per  square  mile  ver- 
sus $53  million  for  the  rest  of  the  New  York 
metropolitan  area.''* 

■  Retail  demand  per  square  mile  in  inner-city 
Boston  is  six  times  as  great  as  in  the  Boston 
metropolitan  area  as  a  whole.  Not  surprisingly, 
the  Super  Stop  and  Shop  oudet  in  Bostons 


inner  city  is  the  highest  grossing  of  that  compa- 
ny's 186  supermarkets. 

■  In  inner-city  Oakland,  California,  where  retail 
demand  per  square  mile  is  three  times  greater 
than  in  the  Oakland  metro  area  as  a  whole, 
Kmart's  SuperK  store  generates  50  percent  more 
in  sales  than  the  chains  other  outlets. 

■  In  the  Chicago  metropolitan  area,  the  "Little 
Village"  area  of  inner-city  West  Chicago  offers 
retailers  $85,018  in  spending  power  per  acre 
compared  with  $37,754  per  acre  in  Kenilworth 
on  the  city's  North  Shore,  despite  the  fact  that 
the  average  household  income  in  Kenilworth — 
the  "wealthiest"  Chicago  neighborhood — is 
$166,536  per  year,  compared  with  just  $48,656 
in  West  Chicago. 
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THE  PAYOFF 


he  growing  body  of  evidence  on  inner- 
city  retail  profitability  should  come  as  no 
surprise,  and  it  extends  to  urban  markets 
more  broadly.  The  profit  motive  has  driven  Sears, 
Roebuck  &  Company  to  dramatically  expand  its 
urban  presence  in  the  past  few  years.  With  annual 
sales  of  $75  million  to  $100  million  each.  Sears' 
urban  stores  are  grossing  triple  the  company  aver- 
age.'^ On  the  inner-city  front,  the  Foot  Locker  out- 
let in  Harlem  has  sales  exceeding  $1,000  per  square 
foot.'^ 

Drug  stores  tend  to  do  especially  well  in  inner-city 
neighborhoods,  in  part  because  they  offer  a  product 
mix  that  must  be  frequently  purchased  by  a  wide 
range  of  households,  in  addition  to  meeting  special 
medical  needs.  The  Rite  Aid  outlet  in  Harlem  fills 
more  prescriptions  per  day  than  any  other  Rite  Aid 
in  New  York  City.'^ 

As  indicated  by  the  Stop  and  Shop  example 
above,  grocery  stores  are  among  the  biggest  inner- 
city  retail  successes.  The  Local  Initiatives  Support 
Corporation  (LISC),  a  national  community  devel- 
opment intermediary,  has  eased  the  way  for  6  new 
supermarkets  in  disadvantaged  neighborhoods  since 
1993,  when  LISC  launched  The  Retail  Initiative, 
and  plans  for  another  12  supermarkets  are  under- 
way. The  success  of  these  and  other  stores  has  trans- 
formed many  supermarket  chains  from  reluctant 
•  participants  in  such  deals  to  eager  investors. 
"Serving  urban  neighborhoods  has  become  one  of 
the  supermarket  industry's  latest  tactics  to  boost 
revenues,"  The  Wall  Street  Journal  reported,  "since 
many  suburban  markets  are  tapped  out.""* 


About  one-half  of  Pathmark  stores  are  located  in 
low-income  areas.  "Yes,  inner-city  customers  are  on 
a  limited  budget,"  Pathmark's  Gutman  told 
American  Demographics.  "Yet  there  is  a  huge 
amount  of  disposable  dollars  that  go  toward  the 
purchase  of  food  and  supermarket-type  products."" 

It  is  not  only  retail  that  is  profitable  in  inner-city 
neighborhoods.  According  to  the  Social  Compact,  a 
nonprofit  economic  development  organization, 
Allstate  Insurance  Companies  more  than  doubled 
the  number  of  the  company's  policies  written  in 
Chicago's  South  Shore  neighborhood  between  1991 
and  1995,  while  its  policy  growth  for  the  rest  of  the 
city  was  only  0.5  percent.  Bank  of  America  and 
Harris  Bank  both  reported  faster  growth  in  lending 
and  banking  services  in  Chicago's  low-  and  moder- 
ate-income neighborhoods  than  in  the  city  as  a 
whole  in  recent  years.  And  Ameritech  Corporation 
sold  more  caller-ID  and  call-waiting  services  in 
Chicago's  low-income  South  Shore  and  Litde 
Village  communities  than  in  the  rest  of  the  city.^° 

Business  expansion  into  inner-city  neighborhoods 
helps  boost  not  only  corporate  bottom  lines,  how- 
ever. It  also  boosts  the  job  base  and  thus  the 
household  income  of  local  residents.  Pathmark's 
Bedford-Stuyvesant  supermarket  employs  1 50  peo- 
ple, most  of  them  from  the  Brooklyn  area.^' 
Similarly,  most  of  the  250  employees  in  the  compa- 
ny's Newark  outlet,  which  was  developed  in  part- 
nership with  the  nonprofit  New  Community 
Corporation,  are  from  the  surrounding  community.^^ 
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Promoting  quality  retail  in  inner-city  neighbor- 
hoods is  smart  community  development,  not  just 
economic  development  in  the  traditional  sense  of 
the  word.  People  choose  where  to  move,  and 
whether  to  stay  in  place  or  move  on,  based  on  a 
wide  range  or  "package"  of  goods  that  come  with 
housing — things  such  as  the  quality  of  schools  and 
other  public  services  accessible  from  their  homes, 
the  price  and  quality  of  the  housing  itself,  and  the 
quality  of  amenities  and  shopping  available  nearby. 
Seen  in  this  light,  good  shopping  is  part  of  what 
defines  a  good  urban  neighborhood  or — some  plan- 
ners would  say — a  good  neighborhood  anywhere. 
Too  many  low-and  moderate-income  neighbor- 
hoods are  defined  by  what  they  do  not  have:  a 
supermarket,  bank,  pharmacy,  or  good  restaurant. 


A  number  of  comprehensive  community  building 
initiatives  include  retail  expansion  as  core  elements 
of  their  physical  plans  and  development  strategies, 
not  just  to  create  jobs  but  to  improve  neighborhood 
quality  of  life  and  even  health  benefits — the  nutri- 
tional benefits  of  quality  meat  and  produce,  for 
example.  And  working  together  with  HUD  and 
other  public  and  private  funders  through  the 
National  Community  Development  Initiative, 
LISC  (mentioned  above)  and  The  Enterprise 
Foundation  are  finding  new  ways  to  integrate  busi- 
ness development  into  housing  and  other  commu- 
nity development  activities.  Indeed,  community 
development  Corporations  (CDCs)  and  other 
NCDI  stakeholders — including  inner-city  residents 
themselves — expect  it." 


0 
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AN  INFORMATION  GAP 
INHIBITS  INNER-CITY 
RETAIL  GROWTH 


A 


s  mentioned  earlier  in  this  report,  even 
the  data  above,  whether  on  biUion-dollar 
big-city  retail  gaps  or  buying  power  per 
square  city  block,  understate  the  full  market  poten- 
tial of  urban  areas — and  of  inner  cities  in  particular. 
The  reason  is  a  significant  information  gap. 
Traditional  sources  of  business  data  are  often  ill- 
suited  to  special  features  of  the  inner-city  market- 
place, much  of  the  cash  economy  goes  unrecorded 
in  cities,  and  rich  databases  and  models  that  are 
designed  specifically  for  urban  markets  are  just  now 
appearing." 

Weissbourd  and  Berry  described  how  the  lack  of 
statistics  designed  to  capture  the  true  potential  of 
inner-city  markets  can  put  a  damper  on  investments 
in  those  markets.  "While  business  intelligence  on 
middle-  and  upper-income  consumers  abounds, 
identifying  the  assets  and  special  market  dynamics 
of  low-income  communities  has  not  been  a  focus  of 
traditional  business  market  analysis,"  they 
explained.  "As  a  result,  standard  corporate  methods 
for  assessing  market  strength  are  inadequate  for 
low-income  neighborhoods  and  tend  to  underesti- 
mate business  potential  in  two  ways:  first,  consumer 
retail  purchasing  power  is  undervalued;  and  second, 
unique  market  characteristics  (niche  markets,  entry 
barriers,  and  so  forth)  are  not  well  understood."" 

Businesses  also  need  to  develop  models  for  analyz- 
ing data  that  are  specifically  designed  to  work  in  an 
inner-city  context.  Many  firms  have  found  that 
marketing  models  for  location  decisions  in  subur- 


ban contexts,  for  example,  do  not  work  well  in 
inner-city  contexts. 

Other  factors  may  drive  an  emphasis  on  deficiencies 
instead  of  assets — including  hidden  or  harder- to- 
measure  assets.  States  and  cities  use  most  of  the  data 
gathered  about  inner  cities  to  apply  for  Federal  aid 
allocated  each  year.  "[T]he  incentive  to  paint  an 
accurate  picture  of  deficiencies  is  considerable," 
Weissbourd  and  Berry  acknowledged.  As  they 
viewed  it,  however,  this  sends  exactly  the  wrong 
message  to  business.  "This  one-sided  picture,  in 
addition  to  contributing  to  the  isolation  and 
demoralization  of  inner-city  neighborhoods  and 
their  residents,  heavily  contributes  to  the  business 
sector's  failure  to  look  at  inner-city  neighborhoods 
as  market  opportunities." 

Just  about  all  market  analysis  is  based  on  two 
Federal  statistical  sources,  the  U.S.  Census  and  the 
Consumer  Expenditure  Survey  (CES)  of  the  Bureau 
of  Labor  Statistics.  Private  data  companies,  such  as 
Claritas,  Inc.,  the  firm  that  provided  data  for  use  in 
this  report,  use  these  numbers  in  various  combina- 
tions to  develop  sophisticated  market  intelligence. 

But  the  Census  and  CES  have  substantial  short- 
comings for  inner  cities.  For  example,  the  Census 
provides  income  data  down  to  very  small  areas. 
That  may  be  a  good  proxy  for  buying  power  in  the 
suburbs,  but  it  does  not  work  in  inner  cities.  Many 
inner-city  households  are  missed  altogether  because 
of  the  Census  undercount,  though  the  Census 
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Bureau  has  worked  hard  to  correct  this,  and  many 
inner-city  households  rely  on  an  above-average  pro- 
portion of  cash  income,  which  is  harder  for  the 
households  to  track  and  report. 

Another  major  limitation  of  the  Census  is  that  this 
information  is  available  only  every  10  years.  In  the 
future,  if  Congress  provides  full  funding  for  the 
American  Communities  Survey,  local  govern- 
ments, businesses,  and  community  groups  will  have 
available — on  a  timely  and  current  basis — detailed 
demographic  and  housing  data  down  to  the  neigh- 
borhood level. 

The  CES  reports  expenditures,  a  better  indicator  of 
buying  power  than  assumption-based  census  esti- 
mates. However,  the  CES  provides  only  national 
level  data.  Because  suburban  markets  are  much  larg- 
er and  more  homogeneous,  the  national  CES  data 
can  be  used  in  combination  with  local  Census  data 


to  determine  market  potential  of  individual  sub- 
urbs. That  does  not  work  for  cities  because  their 
population  is  a  smaller  proportion  of  the  national 
sample  and  because  city  neighborhoods  differ  sub- 
stantially from  each  other.  "So,  while  the  Census  is 
rich  in  local  area  data,  it  is  a  weaker  market  indica- 
tor; the  CES  is  a  superior  market  indicator,  but  it 
does  not  provide  the  necessary  data  at  a  city  or 
neighborhood  level." 

Weissbourd  and  Berry  cite  a  grocery  store  chain,  for 
example,  "that  finds  that  it  must  typically  add  20 
percent  to  a  leading  national  market  analysis  com- 
pany's estimates  of  food  expenditures  in  evaluating 
inner-city  markets.  This  business  had  the  sort  of 
local  market  expertise  that  makes  it  possible  to  ana- 
lyze inner-city  markets  without  relying  exclusively 
on  third-party  data.  Unfortunately,  the  vast  majori- 
ty of  businesses  do  not." 
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CLOSING  THE  INFORMATION 
GAP 


he  first  step  is  coming  up  with  better 
market  data.  To  address  this,  the 
President  has  asked  the  Treasury 
Department,  HUD,  the  Department  of  Commerce, 
the  Department  of  Labor,  and  other  Federal  agen- 
cies to  work  together  to  close  the  information  gap 
that  stands  in  the  way  of  new  investments  in  eco- 
nomically distressed  urban  and  rural  areas — the 
Nation's  new  markets. 

"[A]  great  deal  of  public  data  already  exists  that  can 
help  provide  a  positive  picture  of  investment  oppor- 
tunities in  inner-city  markets,"  Weissbourd  and 
Berry  point  out.  Less  traditional  data  sets  can  be 
examined  from  a  business  perspective,  and  tradi- 
tional data  sets  can  be  adapted  and  analyzed  based 
on  a  familiarity  with  inner-city  dynamics.^*^  Local 
governments  collect  a  lot  of  data  that  can  be  used 
for  this  purpose,  note  the  authors.  The  Cook 
County  (Illinois)  clerk's  office  compiles  information 
on  assumed  name  registrations,  the  names  people 
use  for  business  purposes.  Shorebank  found  these 
registrations  to  be  a  more  current  indicator  of  small 
business  activity  in  Chicago  than  standard  Census 
data. 

The  Role  of  Community  Partners 

An  entrepreneur  who  enters  an  inner-city  market 
does  not  have  to  guess  at  what  the  customers 
want,  needy  and  are  likely  to  purchase.  Most  of 
the  inner-city  neighborhoods  that  are  likely 
prospects  for  business  locations  have  community 
groups  that  could  make  good  partners  with  busi- 


nesses, serving  as  a  sounding  board  as  well  as  help- 
ing to  mediate  local  disputes  and  ease  community 
tensions.  Lou  Collier,  an  urban  development  con- 
sultant, told  an  audience  of  developers,  retailers, 
and  others  at  an  International  Council  of  Shopping 
Centers  convention,  "[Y]ou  need  to  have  someone 
to  facilitate  the  process,  because  if  you  go  in  with  a 
typical  management  attitude,  the  community  will 
assume  you  view  them  simply  as  a  commodity  to 
make  money  off  of."^^ 

"Getting  It":  Learning  To  Do  Business 
in  the  Inner  City 

Better  market  data,  and  more  city-sawy  analyses  of 
those  data,  of  course,  do  not  guarantee  success. 
Firms  must  be  willing  to  incorporate  what  they 
learn  into  the  ways  they  develop,  stock,  and  other- 
wise operate  their  stores.  The  chain  drug  stores, 
supermarkets,  and  department  stores  that  have 
made  a  major  commitment  to  the  inner  city  have 
learned  how  to  navigate  through  local  politics  and 
how  to  stock  and  staff  their  outlets.  Rite  Aid  stores 
carry  health  and  beauty  products  favored  by  the 
racial  and  ethnic  groups  that  compose  their  cus- 
tomer base.  In  addition,  the  chain  makes  sure  phar- 
macists and  other  staff  can  communicate  with  the 
customers,  including  a  telephone  translation  service. 
"If  we're  in  a  Chinese-,  French-,  Russian-  or 
Spanish-speaking  community,  we  do  pro-actively 
hire  so  we  can  speak  with  our  customers  and  hear 
what  they  have  to  say,"  Suzanne  Mead,  Rite  Aid's 
vice-president  of  corporate  communications,  said. 


4D 
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Similarly,  Sears  has  developed  its  own  brand  of 
women's  apparel,  created  by  an  African- American 
designer,  called  "African  Village."  In  stores  with 


many  Asian-American  customers,  Sears  carries  an 
extensive  collection  of  petite  sizes;  in  Hispanic 
neighborhoods,  it  stocks  smaller  shoe  sizes.^^ 
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NEW  MARKETS  IN  RURAL 
AMERICA:  A  PREVIEW 


The  rich,  untapped  market  potential  that 
awaits  in  Americas  new  markets  is  not 
Hmited  to  the  inner  cities.  There  are  new 
markets  in  rural  America  as  well,  including  commu- 
nities that  have  been  mired  in  poverty  and  jobless- 
ness for  decades — in  Appalachia,  the  Mississippi 
Delta,  Indian  Country,  and  the  borderland 
Colonias,  for  example.  The  record-breaking  econo- 
my presents  the  Nation  with  the  opportunity  to 
include  these  and  other  rural  places  in  the  promise 
of  growth  and  prosperity. 

Except  for  agriculture,  timber,  and  certain  extractive 
industries  such  as  mining,  rural  communities  have 
often  been  more  isolated  from  the  investment  capi- 
tal that  cities  attract.  The  labor  force,  like  the  popu- 
lation generally,  is  more  dispersed.  Rural  regions 
often  present  a  less  diversified  economic  base — at 
least  initially — than  metropolitan  areas.  And  infra- 
structure is  more  modest  in  some  areas,  especially 
key  regions  in  Indian  Country  and  the  Colonias. 
Still,  rural  America  has  shown  coundess  strengths 
amidst  hard  times,  with  innovative  small  town  gov- 
ernments, committed  businesses,  community  foun- 
dations, local  nonprofits,  faith-based  institutions, 
and  other  groups  taking  the  lead  and  with  entrepre- 
neurial State  and  Federal  agencies  acting  as  vital 
partners. 

Although  rural  and  urban  economies  differ  in 
important  ways,  one  thing  is  clear:  major  untapped 
markets  exist  in  rural  America  as  they  do  in  the 


cities.  In  fact,  thanks  to  the  information  revolution 
and  other  economic  trends,  businesses  are  increas- 
ingly mobile.  A  wider  array  of  businesses  can  reach 
their  customers  from  strategic  rural  locations  that 
offer  competitive  advantages,  such  as  inexpensive 
land,  lower  average  labor  costs,  and  more.  These 
highlights  of  a  forthcoming  HUD  report  begin  to 
illustrate  the  potential: 

■  The  Pine  Ridge  reservation,  home  to  the 
Oglala  Sioux  tribe,  is  the  poorest  county  in 
the  Nation,  but  even  in  Pine  Ridge,  there  is 
$60  million  in  retail  buying  power  each  year. 

The  poverty  rate  in  Pine  Ridge  was  almost  63 
percent  at  the  most  recent  census,  and  42  per- 
cent of  adults  never  graduated  from  high  school. 
Yet  this  small  population  of  approximately 
11, 000  has  $60  million  to  spend  on  retail  needs 
somewhere.  Most  of  that  amount  is  spent  off 
the  reservation  because  there  is  so  little  commer- 
cial activity  within  Pine  Ridge — an  especially 
common  pattern  in  Indian  Country. 

■  The  counties  that  make  up  the  Mississippi 
Delta  have  $95.7  billion  in  retail  purchasing 
power.  Poverty  in  the  Delta  was  almost  2 1  per- 
cent in  1995,  and  more  than  one-third  (34.1 
percent)  of  adults  never  graduated  from  high 
school.  Yet  there  is  significant  buying  potential — ^and 
potential  for  innovative,  higher  quality  business- 
es even  in  communities  where  stores  are  meet- 
ing most  of  the  area's  demand. 
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■    The  counties  that  make  up  the  Kentucky 
Highlands  in  Appalachia  have  over  $1.3  bil- 
lion in  retail  purchasing  power.  Poverty  in 
1995  was  33.5  percent  in  the  Highlands,  and 
over  one-half  (54  percent)  of  adults  never  grad- 
uated from  high  school.  Yet  smart  finance  and 
partnership  building  are  beginning  to  mine  the 
untapped  buying  power,  trainable  labor  force, 
and  more. 

Creative  businesses,  often  partnering  with  smart 
governments  and  nonprofit  groups,  are  making 
profits  and  growing  the  job  base  in  these  and  other 
rural  communities.  For  example,  with  financing 
from  the  Kentucky  Highlands  Investment 
Corporation,  a  nationally  known  community  devel- 
opment organization,  Mid-South  Electrics  in 
Jackson  County,  Kentucky  expanded  a  small  opera- 


tion to  employ  850  persons.  Mid-South  will  add  a 
$6  million,  100-  to  150-employee  expansion  this 
year.  Its  sales  grew  30  percent  in  the  last  year  alone. 

And  HUD  is  working  on  Pine  Ridge  to  overcome 
the  special  barriers  to  homeownership  that  many 
tribes  face.  HUD  has  created  Shared  Visions,  a 
model  partnership  involving  the  tribe,  the  Federal 
Government,  and  leading  private  lenders  eager  to 
tap  this  market.  On  Pine  Ridge  and  in  most  low- 
income  communities,  housing  is  often  the  first  step 
toward  broader  economic  development,  since  better 
housing  creates  retail  demand,  more  stable  families 
able  to  consume  and  invest,  and  construction  and 
other  skills  that  develop  the  workforce.  These  are 
but  a  few  of  the  businesses — and  committed  busi- 
ness partners — making  it  work  in  America's  rural 
new  markets. 
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CONCLUSION 


he  huge  untapped  demand  for  retail 
goods  in  new  urban  markets  means 
I  that  many  of  our  Nations  retailers  are 
missing  major  profit-making  opportunities.  At 

the  same  time,  the  fact  that  inner-city  residents 
must  do  so  much  of  their  retail  shopping  outside  of 
the  cities  means  that  the  full  benefits  of  our  eco- 
nomic expansion  have  not  yet  extended  to  low-  and 
moderate-income  urban  communities — with  jobs, 
quality  shopping,  and  a  stronger  tax  base  in  all 
communities. 

Working  with  Congress,  the  Clinton-Gore 
Administration  has  made  a  major  commitment  to 
America's  underserved  communities  and  untapped 
markets  over  the  past  6  years,  with  Empowerment 
Zones  and  Enterprise  Communities,  a  strength- 
ened Community  Reinvestment  Act,  the 
Community  Development  Financial  Institutions 
(CDFI)  Fund,  expanded  Affordable  Housing 
Vouchers,  100,000  new  community  police  offi- 
cers. School  Modernization  Bonds,  Youth 
Opportimity  Areas,  Welfare  to  Work  grants,  an 
expanded  Earned  Income  Tax  Credit,  the  Economic 
Development  Initiative,  and  the  Brownfields 
Economic  Development  Initiative,  to  name  a  few. 

Vice  President  Gore  has  spearheaded  many  of  these 
Administration  community  empowerment  efforts. 
Chairing  the  Community  Empowerment  Board,  he 
has  led  a  broad-based  effort  to  create  more  jobs  and 
link  residents  of  distressed  urban  areas  to  regional 
job  growth.  Furthermore,  the  Vice  President  has 
personally  visited  a  great  number  of  Federal 
Empowerment  Zones  and  Enterprise  Communities. 


Unlike  failed  approaches  of  previous  decades, 
today's  tools  work  with,  not  against,  the  market. 
These  tools  leverage  private  investment  and  work 
through  smarter  government.  They  are  making  a 
difference  across  America,  from  Philadelphia  to 
rural  South  Texas,  from  Appalachia  to  inner-city 
Los  Angeles,  from  the  Delta  to  the  great  Midwest. 

But  President  Clinton  and  Vice  President  Gore 
want  to  do  even  more.  They  have  proposed  an 
expanded  agenda  to  seize  the  unprecedented  oppor- 
tunity that  our  economic  expansion  offers,  asking 
Congress  to  enact  new  tools  to  ensure  business 
growth  and  community  empowerment  in  the  new 
century.  The  multi-agency  New  Markets  Initiative 
(NMI)  will  build  a  new  national  network  of  private 
investment  institutions  to  provide  the  capital  and 
expertise  needed  to  flourish  in  inner  cities  and  dis- 
tressed rural  communities  by  the  full  continuum  of 
businesses — from  the  largest  companies  to  microen- 
terprises.  NMI  includes  seven  programs  that 
emphasize  equity  capital  needs  in  distressed  areas. 
America's  Private  Investment  Companies  (APIC), 
jointly  administered  by  HUD  and  the  Small 
Business  Administration  (SBA),  will  create  private 
investment  companies  to  invest  in  large  businesses 
seeking  to  expand  or  locate  in  low-income  commu- 
nities— investments  are  expected  to  total  $1.5  billion. 
Small  Business  Investment  Companies  (SBICs) 
Targeted  to  New  Markets  will  invest  between 
$100,000  and  $1  million  (per  financing)  in  small 
businesses,  while  New  Market  Venture  Capital 
Companies  will  provide  additional  venture  capital 
and  technical  assistance  for  start-ups.  Expanded 
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support  for  Community  Development  Financial 
Institutions  (CDFIs)  will  provide  a  range  of  finan- 
cial products  and  services  directly  to  small  business- 
es and  individuals.  Microenterprises  will  receive 
additional  loans  and  technical  assistance.  A  New 
Markets  Tax  Credit  will  help  spur  $6  billion  in 
private  equity  investment  in  low-  and  moderate- 
income  communities,  providing  the  extra  fuel  need- 
ed for  businesses  of  all  sizes  to  invest  and  grow.  And 
BusinessLINC,  which  stands  for  Learning, 
Information,  Networking,  and  Collaboration,  will 
encourage  mentoring  relationships  between  large 
and  small  firms. 

The  private  sector  will  provide  the  time,  energy, 
and  creativity  needed  for  successful  investment  in 
low-  and  moderate-income  areas,  while  entrepre- 
neurial and  forward-looking  governments  help  cre- 
ate the  needed  institutional  framework.  For  exam- 
ple, the  Community  Empowerment  Fund  (CEF) 
will  streamline  two  existing  HUD  programs  (grants 
and  loan  guarantees)  to  create  jobs  in  new  markets, 
emphasizing  Welfare  to  Work  Targeted  Job 
Creation  and  vital  City-Suburb  Business 
Connections  that  connect  inner  cities  to  regional 
economic  growth.  An  innovative  pilot,  the  CEF 
Trust,  will  standardize  underwriting  and  create  loan 
pools  to  enable  a  secondary  market  for  economic 
development  loans.  (For  details  on  the 
Administration's  agenda,  see  Part  Two  of  HUD's 
1999  State  of  the  Cities  report). 


Beyond  the  capital  and  opportunity  gaps  addressed 
by  NMI  and  other  initiatives,  a  significant  barrier 
to  major  new  private  investment  in  underserved 
urban  neighborhoods  is  the  above-mentioned  infor- 
mation gap  that  understates  true  market  potential 
in  most  cities — and  in  low-income  inner-city  neigh- 
borhoods most  of  all.  This  report  helps  to  close  that 
gap,  but  much  work  lies  ahead. 

The  new  and  enhanced  initiatives  mentioned 
above — all  designed  to  stimulate  investment  in 
untapped  markets — will  be  joined  to  existing  pro- 
grams with  a  proven  track  record  in  building  com- 
munities. And  a  reinvigorated,  reinvented  HUD  is 
an  active,  effective  community  partner  nationwide. 

The  opportunities  highlighted  in  this  report  are  sig- 
nificant for  inner-city  neighborhoods  and  for 
America.  Pent-up  demand — and  the  density  of  that 
demand — in  new  urban  markets  present  us  with  a 
chance  to  further  two  of  our  most  important  goals 
as  a  Nation:  first,  to  extend  the  record-breaking 
economic  expansion  by  identifying  new  profit 
opportunities  and  room  for  growth;  and  second,  to 
extend  the  fruits  of  that  expansion  to  all  Americans, 
especially  those  who  have  yet  to  participate  fully  in 
the  Nation's  extraordinary  rising  tide. 
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APPENDIX:  TECHNICAL  NOTES 
ON  TABLES  AND  ANALYSIS 


Table  1  uses  data  on  retail  trade  and  aggregate 
income  at  the  census  tract  level  provided  by 
Claritas,  Inc.,  a  private  market  research  firm  with 
headquarters  in  Arlington,  Virginia.  "Retail  trade" 
includes  such  purchases  as  food,  apparel  and  acces- 
sories, auto  repair,  movies  and  other  recreation,  and 
furnishings  (SIC  codes  5200-5900,  7200, 
7500-7900).  Retail  trade  in  the  U.S.  totaled  over 
$3.8  trillion  in  1998. 

Retail  purchasing  power  was  calculated  by  taking 
the  ratio  of  U.S.  retail  sales  to  U.S.  household 
income  and  applying  that  ratio  to  aggregate  income 
at  the  tract  level.  Retail  sales  and  retail  purchasing 
power  for  central  cities  are  the  sum  of  tract-level 
data  for  census  tracts  either  wholly  or  predominant- 
ly inside  these  cities.  Claritas,  Inc.  uses  proprietary 
methods  to  estimate  retail  sales  based  on  propri- 
etary data  on  employment  and  establishments,  as 
well  as  information  from  the  1992  Economic 
Census,  which  serves  as  a  baseline.  Claritas,  Inc. 
uses  proprietary  methods  to  estimate  aggregate 
income  for  census  tracts  based  on  the  1 990  decen- 
nial census,  on  trends  in  county  income  since  1990, 
and  on  trends  in  census  tract  income  between  1980 
and  1990. 

Excluded  from  Table  1  are  central  cities  that  did  not 
have  a  retail  gap  measurable  with  the  best  available 
data  last  year.  Also  excluded  are  the  most  affluent 
central  cities — such  as  Palo  Alto,  California  and 
Stamford,  Connecticut — for  reasons  discussed  in 
the  text.  These  are  cities  with  median  household 


income  1.5  standard  deviations  or  more  above  the 
aggregate  central  city  median  income  as  of  the  1 990 
census  ($45,600  expressed  in  1998  dollars). 

"New  Market"  areas  in  Table  2  are  those  low-  and 
moderate-income  urban  neighborhoods  specified  in 
endnote  2  (i.e.,  census  tracts  in  which  20  percent  or 
more  of  the  population  was  in  poverty  in  1989  or 
in  which  the  median  family  income  for  the  tract 
was  less  than  80  percent  of  the  greater  of  median 
family  income  for  the  surrounding  metropolitan 
area  in  1989  or  median  family  income  for  the  State 
in  1989).  Poverty  and  income  data  were  obtained 
from  the  1990  decennial  census.  These  are  the  cen- 
sus tracts  targeted  by  the  Administration's  New 
Markets  Initiative.  Data  on  retail  trade  and  aggre- 
gate income  at  the  census  tract  level  were  provided 
by  Claritas,  Inc.,  and  retail  purchasing  power  was 
calculated  as  explained  above.  Excluded  from  Table 
2  are  the  inner-city  areas  that  did  not  have  a  mea- 
surable retail  gap  last  year. 

Table  3  provides  selected  economic  indicators, 
including  population,  income,  poverty,  unemploy- 
ment, and  retail  sales  and  retail  purchasing  power 
for  all  539  central  cities  in  the  United  States  "cen- 
tral cities"  of  the  Metropolitan  Statistical  Areas 
(MSAs)  are  defined  as  follows:^' 

A.  The  city  with  the  largest  population  in  the 
MSA; 

B.  Each  additional  city  with  a  population  of  at 
least  250,000  or  with  at  least  100,000  persons 
working  within  its  limits; 
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C.  Each  additional  city  with  a  population  of  at 
least  25,000,  an  employment/ residence  ratio  of 
at  least  0.75,  and  at  least  40  percent  of  its 
employed  residents  working  in  the  city; 

D.  Each  city  of  15,000  to  24,999  population  that 
is  at  least  one-third  as  large  as  the  largest  central 
city,  has  an  employment/residence  ratio  of  at 
least  0.75,  and  has  at  least  40  percent  of  its 
employed  residents  working  in  the  city; 

E.  The  largest  city  in  a  secondary  noncontiguous 
urbanized  area,  provided  it  has  at  least  15,000 


population,  has  an  employment/residence  ratio 
of  at  least  0.75,  and  has  at  least  40  percent  of  its 
employed  residents  working  in  the  city; 

F.     Each  additional  city  in  a  secondary  noncon- 
tiguous urbanized  area  that  is  at  least  one-third 
as  large  as  the  largest  central  city  of  that  urban- 
ized area,  that  has  at  least  15,000  population 
and  has  an  employment/residence  ration  of  at 
least  0.75,  and  that  has  at  least  40  percent  of  its 
employed  residents  working  in  the  city. 
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iBrBB    Retail  Buying  Power  and  Sales  Gaps  in  Central  Cities 

1998  Estimates  of  Retail  Sales  versus  Household  Purchasing  Power  for  Central  Cities 


Gap  (Purchasing 

Gap  as 

Retail  Sales 

Purchasing 

Power  minus 

Percentage  of 

1996 

Power  1998 

Sales) 

Purchasing 

City 

State 

($  millions) 

($  millions) 

($  millions) 

Power 

New  York 

NY 

$81,611.6 

$118,664.3 

$37,052.7 

31 .2% 

Chicago 

IL 

$28,173.4 

$38,037.9 

$9,864.5 

25.9% 

Los  Angeles 

ca 

$46,250.3 

$51,694.9 

$5,444.6 

10.5% 

San  Jose 

CA 

$1 1 ,762.0 

$15,707.4 

$3,945.4 

25.1% 

Long  Beach 

CA 

$3,142.3 

$5,945.4 

$2,803.1 

47.1% 

Washington 

DC 

$6,959.6 

$9,714.0 

$2,754.4 

28.4% 

San  Francisco 

CA 

$14,175.6 

$15,700.1 

$1,524.5 

9.7% 

Detroit 

Ml 

$6,441.3 

$7,843.2 

$1 ,401.9 

17.9% 

Baltimore 

MD 

$6,013.4 

$7,305.3 

$1,291.9 

17.7% 

Jersey  City 

NJ 

$1,905.1 

$2,834.8 

$929.7 

32.8% 

Oakland 

CA 

$4,569.0 

$5,473.6 

$904.6 

16.5% 

Bridgeport 

CT 

$1 ,098.4 

$1,839.1 

$740.7 

40.3% 

Port  SL  Lucie 

FL 

$363.9 

$1,012.8 

$648.9 

64.1% 

New  Haven 

CT 

$822.6 

$1 ,420.4 

$597.8 

42.1% 

Stockton 

CA 

$1 ,760.4 

$2,275.5 

$515.1 

22.6% 

Bayonne 

NJ 

$431.2 

$901.7 

$470.5 

52.2% 

Boston 

MA 

$8,186.2 

$8,637.3 

$451.1 

5.2% 

Trenton 

NJ 

$433.1 

$880.6 

$447.5 

50.8% 

Lowell 

MA 

$780.3 

$1 ,202.8 

$422.5 

35.1% 

Waterbury 

CT 

$971.8 

$1 ,390.5 

$418.7 

30.1% 

Newark 

NJ 

$2,052.3 

$2,423.6 

$371.3 

15.3% 

Cape  Coral 

FL 

$833.3 

$1,170.0 

$336.7 

28.8% 

Buffalo 

NY 

$2,616.6 

$2,924.4 

$307.8 

10.5% 

Philadelphia 

PA 

$15,548.6 

$15,838.4 

$289.8 

1 .8% 

Davis 

CA 

$606.1 

$893.4 

$287.3 

32.2% 

Lorain 

OH 

$405.8 

$692.1 

$286.3 

41 .4% 

Bradenton 

FL 

$300.0 

$579.3 

$279.3 

48.2% 

Palm  Bay 

FL 

$524.0 

$799.2 

$275.2 

34.4% 

St.  Petersburg 

FL 

$3,016.7 

$3,288.5 

$271 .8 

8.3% 

Seattle 

WA 

$10,752.6 

$11,001.0 

$248.4 

2.3% 

Gary 

IN 

$685.3 

$917.1 

$231.8 

25.3% 

Bethlehem 

PA 

$660.6 

$880.0 

$219.4 

24.9% 

St.  Charles 

MO 

$750.2 

$943.2 

$193.0 

20.5% 

Baytown 

TX 

$754.0 

$944.0 

$190.0 

20.1% 

Flint 

Ml 

$1,125.3 

$1 ,311.8 

$186.5 

14.2% 

San  Diego 

CA 

$18,050.7 

$18,218.4 

$167.7 

0.9% 

East  Lansing 

Ml 

$365.5 

$525.4 

$159.9 

30.4% 

Kansas  City 

KS 

$1,230.9 

$1,389.9 

$159.0 

1 1 .4% 

Appleton 

Wl 

$935.6 

$1,086.3 

$150.7 

13.9% 

Pawrtucket 

Rl 

$623.3 

$772.0 

$148.7 

19.3% 

Poughkeepsie 

NY 

$196.6 

$340.7 

$144.1 

42.3% 

Wilmington 

DE 

$922.7 

$1,063.3 

$140.6 

13.2% 

Sacramento 

CA 

$4,510.7 

$4,642.7 

$132.0 

2.8% 

Vancouver 

WA 

$476.1 

$603.2 

$127.1 

21.1% 

Urbana 

IL 

$256.9 

$383.8 

$126.9 

33.1% 

Camden 

NJ 

$376.2 

$499.3 

$123.1 

24.7% 

Loveland 

CO 

$701 .0 

$823.1 

$122.1 

14.8% 

Suffolk 

VA 

$579.3 

$698.9 

$119.6 

17.1% 

Lompoc 

CA 

$381 .4 

$491.8 

$110.4 

22.4% 

Utica 

NY 

$452.8 

$560.2 

$107.4 

19.2% 

Granite  City 

IL 

$309.3 

$412.4 

$103.1 

25.0% 

Lancaster 

PA 

$386.0 

$477.3 

$91.3 

19.1% 

Miami  Beach 

FL 

$1,341.1 

$1 ,424.6 

$83.5 

5.9% 

Rockford 

IL 

$2,133.8 

$2,214.2 

$80.4 

3.6% 

0 
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Retail  Buying  Power  and  Sales  Gaps  in  Central  Cities  (continued) 

1998  Estimates  of  Retail  Sales  versus  Household  Purchasing  Power  for  Central  Cities 
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Leavenworth 

f\b 

1  -1  QO/ 
1  1  .070 

Erie 

PA 

$1,002.6 

$1 ,036.8 

$34.2 

3.3% 

North  Chicago 

IL 

$101.3 

$128.7 

$27.4 

21 .3% 

Midland 

TX 

$1 ,609.2 

$1,632.2 

$23.0 

1 .4% 

Joliet 

IL 

$1,125.5 

$1,145.6 

$20.1 

1 .8% 

Jacksonville 

AR 

$337.3 

$356.0 

$18.7 

5.3% 

Yarmouth 

MA 

$281 .8 

$299.7 

$17.9 

6.0% 

Millville 

NJ 

$294.7 

$309.1 

$14.4 

4.6% 

Iowa  City 

ia 

$881.4 

$886.3 

$4.9 

0.6% 

Hemet 

CA 

$352.0 

$355.5 

$3.5 

1 .0% 

Bremerton 

WA 

$324.2 

$327.6 

$3.4 

1 .0% 

Massillon 

OH 

$267.1 

$269.6 

$2.5 

0.9% 

Source:  Tract  Level  Retail  Sales  and  Income  Estinnaies  Provided  by  Clarltas.  Inc. 

NOTE:  Only  central  cities  with  a  measurable  retail  gap  are  shown.  Retail  Sales  and  Purchasing  Power  are  the 
sum  of  these  data  lor  census  tracts  either  wholly  or  predominantly  inside  these  cities.  Higher-income  cities 
with  retail  gaps  are  excluded  from  this  Table  but  appear  in  Table  3.  Those  are  cities  with  median  household 
income  1.5  standard  deviations  or  more  above  the  overall  nnedian  household  inconne  for  central  cities,  for 
example  Palo  Alto,  California  and  Stamford,  Connecticut 
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Retail  Buying  Power  and  Sales  Gaps  in  Inner-City  "New  Markets" 

Retail  Sales  versus  Household  Purchasing  Power,  1998  Estimates,  for  Low-  arid 
Moderate-Income  "New  Market"  Areas  within  Central  Cities 
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Areas 

State 

($  millions) 

(>  millions) 

($  millions) 

Power 

AZ 

$40.0 

$60.3 

$20.3 

33.6% 

Jelckson  vil  Id 

AR 

$15.0 

$57.3 

$42.3 

73.8% 

ar 

$72.0 

$126.9 

$54.9 

43.2% 

1  O  ACll  r\Cll  Id 

AR 

$79.2 

$85.0 

$5.8 

6.8% 

Dsvis 

CA 

$305.4 

$472.5 

$167.1 

35.4% 

Fairfi6ld 

OA 

$41.3 

$103.8 

$62.5 

60.2% 

CA 

$77.9 

$153.7 

$75.8 

49.3% 

Lon9  B8d,ch 

CA 

$1 ,355.6 

$1 ,467.7 

$112.1 

7.6% 

Para  Hie  A 

CA 

$256.6 

$336.0 

$79.4 

23.6% 

Stockton 

CA 

$989.8 

$1 .120.0 

$130.2 

1 1 .6% 

Tulars 

CA 

$168.1 

$219.0 

$50.9 

23.3% 

Watts 

CA 

$779.2 

$1 .224.7 

$445.5 

36.4% 

BridQdport 

CT 

$746.0 

$889.7 

$143.7 

16.1% 

Ndw  Havon 

CT 

$707.9 

$1,017.1 

$309.2 

30.4% 

Watflfburv 

CT 

$460.1 

$475.4 

$15.3 

3.2% 

WashinQton 

DC 

$3,894.2 

$4,272.8 

$378.6 

8.9% 

FL 

$184.6 

$221.2 

$36.6 

1 6.5% 

West  Palm  Beach 

FL 

$301 .6 

$439.9 

$138.3 

31.4% 

IL 

$13,256.9 

$15,522.6 

$2,265.7 

14.6% 

Fa^  St  Louifi 

IL 

$177.1 

$226.7 

$49.6 

21.9% 

X>>l  Gtl  II W 

IL 

$85.7 

$141 .3 

$55.6 

39.3% 

Joliot 

IL 

$152.6 

$251 .0 

$98.4 

39.2% 

North  ChiceiQO 

IL 

$53.2 

$104.0 

$50.8 

48.9% 

Gary 

IN 

$615.7 

$753.8 

$138.1 

18.3% 

GloucQster 

MA 

$160.4 

$160.7 

$0.3 

0.2% 

Lowell 

MA 

$541.4 

$597.7 

$56.3 

9.4% 

New  Bedford 

MA 

$774.3 

$816.6 

$42.3 

5.2% 

Walt  ham 

V  *  Cili  1  IGt  1  1  1 

MA 

$144.2 

$155.2 

$1 1 .0 

7.1% 

Westfieid 

MA 

$61.2 

$79.2 

$18.0 

22.7% 

Yarmouth 

MA 

$210.6 

$212.3 

$1 .7 

0.8% 

Detroit 

Ml 

$4,970.2 

$5,41 1.1 

$440.9 

8.1% 

Flint 

Ml 

$666.2 

$805  7 

$139.5 

17.3% 

Pontiac 

Ml 

$531.6 

$544.5 

$12.9 

2.4% 

St.  Charles 

MO 

$72.8 

$77.8 

$5.0 

6.4% 

Bayonne 

NJ 

$221.2 

$355.2 

$134.0 

37.7% 

Camden 

NJ 

$376.2 

$499.3 

$123.1 

24.7% 

Jersey  City 

NJ 

$1,646.9 

$2,333.3 

$686.4 

29.4% 

Newark 

NJ 

$1 .674.6 

$2,332.9 

$658.3 

28.2% 

Trenton 

NJ 

$395.5 

$665.4 

$269.9 

40.6% 

Utica 

NY 

$314.1 

$340.2 

$26.1 

7.7% 

Lorain 

OH 

$153.6 

$246.1 

$92.5 

37.6% 

Allentown 

PA 

$285.1 

$307.9 

$22.8 

7.4% 

Bethlehem 

PA 

$113.6 

$143.5 

$29.9 

20.8% 

Lancaster 

PA 

$290.5 

$298.5 

$8.0 

2.7% 

Lebanon 

PA 

$123.1 

$148.9 

$25.8 

17.3% 

Pawtucket 

Rl 

$211.1 

$226.6 

$15.5 

6.8% 

Baylown 

TX 

$207.2 

$249.7 

$42.5 

17.0% 

Suffolk 

VA 

$126.3 

$183.2 

$56,9 

31.1% 

Source  Tract  Level  Retail  Sales  and  Income  Estimates  Provided  by  Claritas.  inc 

NOTE  "New  Market  Areas'  are  census  tracts  either  wholly  or  predominantly  in  central  cities  that  met  the  following  criteria  according  to 
1090  Census  Data:  tract  median  family  income  80  percent  or  less  of  the  greater  of  metropolitan  area  median  family  income  or  State 
median  family  income:  OR  tract  poverty  rate  20  percent  or  more  Retail  gaps  in  new  market  areas  located  in  higher-income  cities  are 
excluded  from  this  Table  but  appear  in  Table  3  Those  are  cities  wrth  median  household  Income  1 .5  standard  deviations  or  more 
above  the  overall  median  household  income  for  central  cities,  for  example  Palo  Alto,  California  and  Stamford,  Connecticut.  Also  excluded 
are  inner-city  areas  (of  central  cities)  that  did  not  have  a  measurable  gap  in  1998  "Areas"  refers  to  the  aggregate  of  inner-city 
neighborhoods  in  each  central  city.  For  example.  New  York's  area  is  the  aggregate  of  qualifying  census  tracts  throughout  the  city 
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